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OVERVIEW  OF  THE  RACICOT  EXECUTIVE  BUDGET 


Limited  Amendments 

As  provided  for  in  section  17-7-121,  MCA,  incoming 
Governor  Racicot  issued  amendments  to  retiring 
Governor  Stephens'  Executive  Budget  for  the  1995 
biennium. 


Table  1  compares  the  general  fund  recommendations 
contained  in  the  Stephens  and  Racicot  executive 
budgets.  As  the  table  shows,  the  Racicot  budget 
proposes  relatively  few  changes  in  the  general 
appropriations  act.  The  largest  areas  of  change  are  in 
the  school  foundation  program,  university  system,  and 
tax  proposal.  These  changes  are  summarized  below  and 
discussed  in  more  detail  in  the  sections  that  follow. 


Table  1 

Comparison  of  General  Fund  Recommendations 

1995  Bi 

ennium  (Millions) 

Stephens 

Racicot        Difference 

Beginning  balance 

$20,987 

$34,207 

$13,220  * 

Revenues 

970.840 

946.038 

(24.802)** 

Available  Revenue 

$991,827 

$980,245 

($11,582) 

Disbursements 

983.956 

988.476 

4.520 

General  appropriations  act 

Pay  plan 

4.996 

4.996 

Property  tax  reimbursement 

40.875 

41.030 

0.155 

Debt  service 

26.467 

26.467 

Microbusiness  administration 

0.034 

0.034 

Retirement  benefits 

7.669 

7.669 

Miscellaneous  appropriations 

3.500 

3.500 

School  foundation  supplemental              38.312 

0.000 

(38.312) 

Feed  bill 

5.100 

5.100 

Reversions 

(5.000) 

(17.781) 

(12.781) 

Total  disbursements 

$1,105,909 

$1,059,491 

($46,418) 

Tax  proposal 

Sales  tax  revenue 

$338,250 

$327,500 

(10.750) 

Tax  relief 

(128.990) 

(196.070) 

(67.080) 

Administrative  cost 

(11.514) 

(11.881) 

(0.367) 

MSTA  proposal 

(2.800) 

(2.800) 

Stabilization  account 

(40.000) 

0.000 

40.000 

Funding  switches 
Ending  fund  balance 

(1.551) 
$39,313 

(1.551) 
$35,952 
isions  of  1/5/93 

($3,361) 

*Reflects  Revenue  Oversight  Committee  (ROC)  rev 

**Reflects  Revenue  Oversight  C 

ommittee  revisions 

and  correct 

allocation  of  income  tax  revenue 

between  general  fund  and 

school  equalization  account 
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General  appropriations  bill 

The  Racicot  budget  proposes  very  few  changes  in  the 
general  appropriations  act  recommended  in  the 
Stephens  budget.  The  net  impact  of  these  changes  is 
$4.5  million  of  increased  expenditures,  which  is  less 
than  0.5  percent  of  total  general  fund  expenditures  for 
the  1995  biennium.  Table  2  summarizes  these 
differences,  which  are  discussed  in  more  detail  below. 


Table   2 

General  Appropriations  Act 

Racicot  Amendments   to   Stephens 

Budget-General  Fund 

1995   Biennium   (Millions) 


Increases(  Reductions) 


University   system 

5%   FTE   reductions 

SRS   reductions 

Elimination    of  assessor   proposal 

RIT   funding   switch 

Total 


$18.40 

(3.26) 

(5.28) 

(2.85) 

(2.49) 

$4.52 


Other  appropriations/tax  expenditures 

The  Racicot  budget  adopts  the  $5.0  million  general  fund 
pay  plan  proposed  in  the  Stephens  budget.  Its 
estimates  of  the  cost  of  statutory  appropriations  (for 
debt  service,  microbusiness  administration,  and 
retirement  benefits)  are  identical  to  the  Stephens 
budget,  with  the  exception  of  a  slightly  higher  estimate 
for  property  tax  reimbursement.  The  Racicot  budget 
also  contains  $3.5  million  in  miscellaneous 
appropriations  for  natural  resources  damage 
assessment  litigation  costs  and  Montana  Education 
Telecommunications  Network  (METNET),  as  proposed 
in  the  Stephens  budget. 

The  Racicot  budget  endorses  the  proposal  to  appropriate 
$23.5  million  from  the  permanent  coal  trust  to  the 


Montana  Science  and  Technology  Alliance  (MSTA)  for 
loans  and  grants  to  Montana  businesses  and  reflects  the 
$2.8  million  in  revenue  loss  resulting  from  this  proposal. 

Foundation  program 

The  Racicot  budget  adopts  several  recommendations 
contained  in  the  Stephens  budget  concerning  K-12 
education: 

1)  continued  deposit  of  state  timber  sales  revenue  in  the 
school  equalization  account  (SEA);  and 

2)  payments  of  state  transportation  reimbursements 
from  the  general  fund. 

However,  the  Racicot  budget  does  not  endorse  the 
restructuring  of  school  districts  and  district  financing 
proposed  in  the  Stephens  budget.  Instead,  it 
recommends  that  foundation  schedules  be  reduced  by  5 
percent  effective  in  fiscal  1994  and  that  guaranteed  tax 
base  (GTB)  aid  be  provided  for  a  portion  of  district  voted 
levies.  Further,  it  recommends  legislation  to  increase 
the  amount  of  revenue  deposited  in  the  SEA.  As  a 
result  of  these  changes,  no  general  fund  supplemental 
would  be  necessary  to  keep  the  SEA  solvent.  In  fact, 
under  the  Racicot  proposal  $10.5  million  of  SEA  revenue 
would  be  transferred  to  the  general  fund  during  the 
1995  biennium.  Table  3  compares  the  balance  sheet  for 
the  SEA  under  the  Stephens  and  Racicot  proposals. 

Reversions 

The  Racicot  budget  projects  $12.8  million  higher 
reversions  that  the  Stephens  budget  for  two  reasons: 

1)  it  includes  $10.5  million  of  funds  transferred  from  the 
SEA  to  the  general  fund  as  a  reversion.  This  transfer 
will  require  legislation;  and 

2)  it  includes  the  LFA  estimate  for  reversions,  which  is 
$2.3  million  higher  than  the  Stephens  budget  estimate. 
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Table  3 

Comparison  of  School  Equalization  Account 

Recommendations 

1995  Biennium  (Millions) 


Stephens 


Racicot 


Difference 


Revenues 


Current  law  revenue 
Timber  proposal 
PILT  proposal 
Coal  Board  proposal 

Total 

Expenditures 
Current  law 
Proposed  changes 

Total 

Surplus/(  deficit) 


$771,937 
8.000 
0.000 
0.000 


$792,335 

8.000 

11.432 

5.000 


$779,937  $816,767 


$20,398  * 

11.432 
5.000 

$36,830 


$834,536 

$834,536 

(16.287) 

(28.244) 

($11,957) 

$818,249 

$806,292 

($11,957) 

($38,312) 

$10,475 

^Reflects  ROC  revision  of  175/93  and  correct  allocation  of  income 
tax  revenue  between  general  fund  and  SEA. 


Tax  proposal 

Like  the  Stephens  budget,  the  Racicot  budget 
recommends  that  a  4  percent  sales  tax  be  imposed 
effective  April  1,  1994.  However,  the  Racicot  budget 
proposes  that  $67.1  million  more  tax  relief  be  funded 
with  sales  tax  revenue,  reducing  the  net  tax  increase 
from  $209.3  million  under  the  Stephens  proposal  to 
$131.4  million  under  the  Racicot  proposal.  Costs  of 
administering  the  sales  tax  are  slightly  higher  under 
the  Racicot  proposal,  resulting  in  net  revenue  available 
for  deficit  reduction  of  $119.6  million. 

As  well  as  the  sales  tax  proposal,  the  Racicot  budget 
includes  other  tax  and  fee  increases  proposed  in  the 
Stephens  budget,  as  shown  in  Table  6.  However,  it 
includes  several  amendments  to  the  Stephens  budget: 


the  Stephens  budget,  resulting  in  $29.7  million  more 
revenue  during  the  1995  biennium: 

2)  it  does  not  endorse  the  imposition  of  a  hospital  gross 
receipts  tax;  and 

3)  it  includes  $6.1  million  less  in  tuition  revenue. 

Workers'  compensation  proposal 

The  Racicot  budget  adopts  the  Stephens  budget 
proposal  to  increase  the  current  payroll  tax  and  impose 
it  on  both  employees  and  employers  to  ensure  the 
solvency  of  the  old  fund.  Under  this  proposal,  the 
minimum  tax  rate  necessary'  to  meet  1995  biennium 
obligations  is  0.46  percent.  This  is  the  tax  rate  used  in 
calculating  the  revenue  increase  shown  in  Table  6. 


1 )  it  recommends  a  larger  motor  fuels  tax  increase  than 
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Continuing  Cashflow  Problem 

Montana  has  had  serious  cashflow  problems  in  the 
general  fund  throughout  the  1993  biennium,  as  the  gap 
between  cash  and  fund  balances  grew.  The  executive 
proposal  would  widen  that  gap,  as  Table  4  shows.  In 
fiscal  1993,  the  Department  of  Administration  (DofA) 
projects  that  the  gap  between  fund  and  cash  balances  in 


the  general  fund  at  fiscal  year  end  will  be  $30.2  million. 
DofA  projects  that  this  gap  will  grow  to  $48.3  million  in 
fiscal  1994,  under  the  Racicot  proposal.  Even  after  full 
implementation  of  the  proposed  sales  tax,  there  would 
still  be  a  $36.5  million  gap  between  cash  and  fund 
balances  in  the  general  fund  in  the  1995  biennium 
under  the  executive  proposal. 


Table  4 

General  Fund  Cashflow*  Under  Racicot  Budget 

1995  Biennium  (Millions) 

Fiscal  Year  End  Fund  Balance 
Fiscal  Year  End  Cash  Balance 
Gap  Between  Fund  and  Cash  Balances 

FY93                                     FY94 

$34.2                                      $2.6 
4.0                                    (45.7) 
30.2                                      48.3 

FY95 
$35.9 
(0.6) 
36.5 

*Does  not  reflect  continuing  SEA  loan. 
Source:  Department  of  Administration 

The  gap  between  cash  and  fund  balances  widens  due  to 
additional  accruals.  The  executive  proposes  to 
implement  a  general  sales  tax  in  April  1994  and 
includes  $65.5  million  of  revenue  from  the  first  quarter 
collections  in  its  fiscal  1994  fund  balance.  However, 
$21.8  million  of  this  amount  would  be  a  "paper"  accrual, 
rather  than  cash  in  hand.  The  revenue  from  the  June 
1994  collections  would  not  be  recorded  in  the  state 
treasury  until  late  July,  after  the  end  of  the  fiscal  year. 

The  executive  plans  to  continue  the  delay  of  the  final 
foundation  program  payment  for  both  fiscal  1994  and 
fiscal  1995  until  July  15.  The  legislature  began  this 
practice  in  fiscal  1993. 


As  Table  4   shows,  based  on   DofA  projections,  the 
general  fund  will  have  a  $35.9  million  positive  fund* 


*A  fund  balance  is  an  accounting  calculation  that 
includes  all  assets  (cash,  interentity  loans,  and  accounts 
receivable)  minus  liabilities  (accounts  payable  and 
outstanding  loans).  A  cash  balance  reflects  actual  cash 
on  hand  in  the  account.  The  projected  $0.6  million 
general  fund  cash  deficit  at  the  end  of  fiscal  1995  does 
not  reflect  the  loan  to  the  SEA,  which  has  continued 
since  fiscal  1991.  This  continuing  loan  worsens  the 
general  fund  cash  position. 
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balance  nt  the  end  of  the  1995  biennium,  but  a  $0.6 
million  cash*  deficit,  under  the  Racicot  budget.  This  is 
a  more  precarious  cash  position  than  under  the 
Stephens  budget,  which  included  a  $2.8  million  positive 
cash  balance  at  the  end  of  the  biennium  and  a  $40.0 
million  stabilization  fund  that  could  be  used  in  case  of 
revenue  shortfalls.  The  Racicot  budget  does  not  include 
a  stabilization  fund. 

Budget  Balancers 

The  Racicot  Executive  Budget  addresses  the  $327.0 
million  projected  deficit  in  the  general  fund,  SEA, 


highways  account,  and  workers'  compensation  old  fund 
by  recommending  $309.8  million  of  net  revenue 
increases  (offset  by  $4.3  million  of  revenue  losses),  $88.9 
million  in  net  expenditure  reductions  (offset  by  $73.0 
million  of  expenditure  increases),  and  $30.0  million  in 
net  funding  switches  and  transfers.  These  measures 
would  leave  a  projected  $24.4  million  combined  cash 
balance  in  these  accounts  at  the  end  of  the  1995 
biennium.  Table  5  shows  the  projected  cash  deficit  in 
each  account,  the  Racicot  budget  balancers,  and  the 
projected  cash  balance  in  each  account  at  the  end  of  the 
1995  biennium. 


Table  5 

Executive  Budget  Balancers 

1995  Biennium  (Millions) 


General  Fund*      SEA* 


Projected  cash  deficit 
Executive  budget  balancers 

Net  revenue  increases 
Revenue  losses 
Expenditure  increases 
Expenditure  reductions 
Funding  switches 
Transfers 
Projected  cash  balance 


($170.4)      ($45.2) 


Highways        Old  Fund  Total 


($11.7)  ($99.7)      ($327.0) 


131.4 

78.7 

(4.3) 

(40.5) 

(32.5) 

60.7 

28.2 

12.0 

7.8 

(14.2) 

10.5 

13.9 

($0.6) 

$4.7 

$20.3 

99.7 


$0.0 


309.8 
(4.3) 

(73.0) 
88.9 
5.6 
24.4 

$24.4 


*Reflects  Revenue  Oversight  Committee  revisions  of  1/5/93  and  correct  allocation  of  income  tax  revenue  between 
general  fund  and  SEA  


As  a  result  of  the  budget  reductions  and  funding 
switches  in  the  Racicot  executive  recommendation, 
general  fund  spending  would  grow  only  2.2  percent 
between  the  1993  and  1995  biennia,  well  below  the  12.3 
percent  growth  allowed  under  the  statutory  expenditure 
limit.  However,  total  state  spending  would  grow  by  12.4 
percent,  due  to  significant  increases  in  state  special, 
proprietary,  and  federal  spending. 


Total  Net  Revenue  Increases 

The  executive  proposes  $326.5  million  in  total  net 
additional  revenue  from  tax,  fee,  and  tuition  increases 
during  the  1995  biennium  to  fund  its  budget  proposal, 
as  shown  in  Table  6.  Ninety-five  percent  of  this 
increased  revenue  would  be  deposited  in  the  general 
fund,  SEA,  highways  account,  and  workers' 
compensation  old  fund,  as  shown  in  Table  5. 
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Table  6  shows  the  revenue  increases  proposed  in  the 
Executive  Budget,  the  anticipated  revenue  from  each, 
and  the  account  in  which  the  revenue  will  be  deposited. 
The  offsetting  tax  relief  proposed  by  the  executive  is 
also  shown  in  the  table. 

Table  6  includes  only  revenue  from  increased  fees  or 
taxes.  In  addition,  the  Executive  Budget  funds  budget 
modifications  and  increases  in  current  level  budgets 
with  increased  revenue  from  existing    fees.    For 


example,  over  $1.4  million  of  the  Department  of  Health 
and  Environmental  Sciences  (DHES)  budget  is  funded 
with  anticipated  increased  collections  from  water  and 
air  quality  permit  fees. 

In  addition  to  the  increases  in  state  revenues  shown  in 
Table  6,  the  executive  proposes  an  accounting  change 
that  will  result  in  the  receipt  of  $6.8  million  more 
federal  funds.  These  federal  funds  would  be  deposited 
in  the  SEA. 


Table  6 

Revenue  Increases  Included  in  Racicot  Executive  Budget 

1995  Biennium  (Millions) 

General  Fund         Highways          Old  Fund            Other 

Total 

Revenue  Increases 

Sales  Tax 

$327.5 

$327.5 

Motor  Fuels  Tax 

$78.7 

78.7 

Payroll  Tax 

$99.7 

99.7 

Tuition  Increases 

$13.3 

13.3 

Nursing  Home  Bed  Tax  Increase 

2.0* 

2.0 

PSC  Tax  Increase 

0.3 

0.3 

Fire  Protection  Tax 

0.4 

0.4 

CJIN  User  Fees 

0.1 

0.1 

Weights  and  Measures  Fees 

0.4 

0.4 

Miscellaneous 

_^                                    _^              M 

M 

Total  Revenue  Increases 

$329.5                 $78.7                   $99.7              $14.7 

$522.6 

Tax  Reductions 

Property  Tax  Relief 

($109.3) 

($109.3) 

Income  Tax  Relief 

(86.8) 

(86.8) 

Total  Tax  Reductions 

($196.1) 

($196.1) 

NET  REVENUE  INCREASES 

$133.4                $78.7                  $99.7             $14.7 

$326.5 

executive 

*Proposed  as  a  policy  initiative  in 

Racicot  budget  but  revenue  and  expenditures  are  not  included  in 

balance  sheet  or  in  Table  5. 
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Revenue  Losses 

As  Table  5  shows,  the  Executive  Budget  reflects  the  $4.3 
million  in  general  fund  revenue  losses  resulting  from 
some  of  its  proposals.  Two  of  the  funding  switches  (in 
the  Judiciary  and  Department  of  Commerce,  as  shown 
in  Table  17  below)  will  result  in  $1.5  million  less  fee 
revenue  deposited  in  the  general  fund.  The  executive 
proposal  to  appropriate  $23.5  million  from  the 
permanent  coal  trust  to  the  Montana  Science  and 
Technology  Alliance  (MSTA)  for  loans  and  grants  to 
Montana  businesses  will  result  in  $2.8  million  in  lost 
interest  earnings  in  the  general  fund  and  SEA  during 
the  1995  biennium.  An  analysis  of  the  MSTA  proposal 
appears  on  page  C-123  of  the  LFA  Budget  Analysis. 

The  Racicot  budget  does  not  reflect  the  $1.4  million 
general  fund  revenue  loss  resulting  from  lower  medicaid 
reimbursements  under  its  Galen  closure  proposal.  This 
revenue  loss  is  discussed  on  page  D-38  of  the  LFA 
Budget  Analysis. 

Expenditure  Increases 

The  Racicot  budget  increases  state  agency  budgets 
(excluding  the  Montana  University  System)  by  a  net 
$40.5  million  general  fund  or  5.2  percent  over  the  LFA 
current  level  for  the  1995  biennium. 


The  Racicot  budget  does  not  include  "ncross-the-bonrd" 
budget  reductions,  vacancy  savings,  or  large-scale 
elimination  of  programs  in  state  agencies.  While  it  does 
recommend  the  elimination  of  102. 15  FTE  related  to  the 
closure  of  the  hospital  and  nursing  home  at  Galen,  it 
also  requests  the  addition  of  280.30  FTE  over  the 
biennium  for  staffing  of  the  new  women's  prison, 
implementation  of  an  expanded  community  correction 
program  for  male  prisoners,  and  operation  of  the  new 
veterans'  home.  Similarly,  the  Racicot  budget 
recommends  that  74.30  FTE  supported  by  the  general 
fund  be  eliminated  in  response  to  the  5  percent 
reduction  language  in  House  Bill  2,  but,  it  requests 
$213.2  million  and  over  450  new  FTE  in  budget 
modifications. 

While  the  Executive  Budget  does  not  include  rate 
increases  for  most  private-sector  human  service 
providers,  it  does  propose  a  1.5  percent  provider  rate 
increase  for  medicaid  nursinghome  services,  contingent 
upon  passage  of  legi  slation  expanding  the  nursing  home 
bed  tax. 

Table  7  shows  by  fund  type  the  $213.2  million  in  total 
budget  modifications  included  in  the  Racicot  budget. 
These  budget  modifications  are  offset  by  $59.0  million 
of  policy  initiative  reductions.  As  a  result,  the  Racicot 
budget  includes  a  net  $154.2  million  of  budget 
modification  requests. 


Table  7 
Modification  and  Policy  Initiatives  in 

1995  Biennium 

the  Executive  Budget 

Fund  Type 

Modifications 

Policy  Initiatives 

Net 

General  fund 

$32,804,654 

($45,089,583) 

($12,284,929) 

State  special 

92,794,901 

(718,477) 

92,076,424 

Federal 

75,396,993 

(13,152,101) 

62,244,892 

Proprietary 

12,118,521 

0 

12,118,521 

Other 

73,592 

0 

73,592 

Total 

$213,188,661 

($58,960,161) 

$154,228,500 
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FTE  changes 

In  total,  the  Racicot  budget  increases  the  number  of 
FTE  authorized  in  the  general  appropriations  act  by 
24.35  FTE  in  fiscal  1994  and  162.88  FTE  in  fiscal  1995 
over  the  fiscal  1993  level.  Table  8  shows  the  increases 
and  decreases  by  agency.  Most  of  the  net  growth  in  FTE 


is  in  the  Department  of  Corrections  and  Human 
Services,  as  noted  above.  The  Racicot  budget  also 
recommends  substantial  FTE  increases  in  the 
Guaranteed  Student  Loan  program  within  the  Office  of 
the  Commissioner  of  Higher  Education,  in  DHES,  and 
in  the  Department  of  Labor  and  Industry. 


Table  8 
FTE  Authorized  in  General  Appropriations  Act  and  Requested  in  Executive  Budget* 

Fiscal  1992  through  Fiscal  1995 


Agency** 

Legislative  Auditor 

Legislative  Fiscal  Analyst 

Legislative  Council 

Environmental  Quality  Council 

Consumer  Counsel 

Judiciary 

Governor's  Office 

Secretary  of  State 

Comm.  of  Political  Practices 

State  Auditor 

Office  of  Public  Instruction 

Crime  Control  Division 

Highway  Traffic  Safety 

Department  of  Justice 

Public  Service  Regulation 

Board  of  Public  Education 

Comm.  of  Higher  Education 

School  for  the  Deaf  &  Blind 

Montana  Arts  Council 

Library  Commission 

Council  on  Vocational  Education 

Historical  Society 

Dept.  of  Fish,  Wildlife,  &  Parks 

Dept.  of  Health  &  Env.  Sciences 

Dept.  of  Transportation 


HB2FTE 

HB2FTE 

Executive 

Executive 

Increase 

Fiscal 

Fiscal 

Budget 

Budget 

(Decrease) 

1992 

1993 

FTE  1994 

FTE  1995 

FY93-95 

67.50 

67.50 

63.50 

63.50 

(4.00) 

17.50 

18.00 

17.00 

17.00 

(1.00) 

45.70 

53.70 

42.97 

48.14 

(5.56) 

7.00 

7.00 

7.00 

7.00 

4.25 

4.25 

5.25 

5.25 

1.00 

91.50 

92.00 

92.50 

92.50 

0.50 

59.50 

58.50 

56.75 

57.25 

(1.25) 

35.25 

35.25 

33.55 

33.55 

(1.70) 

3.50 

3.00 

3.25 

3.25 

0.25 

70.00 

70.00 

67.67 

67.67 

(2.33) 

140.23 

140.23 

141.23 

141.23 

1.00 

18.00 

18.00 

18.00 

18.00 

8.50 

8.50 

8.50 

8.50 

645.40 

638.40 

619.40 

606.90 

(31.50) 

47.00 

47.00 

44.00 

44.00 

(3.00) 

4.00 

4.00 

4.00 

4.00 

67.45 

66.95 

83.45 

86.45 

19.50 

85.38 

85.38 

81.68 

81.68 

(3.70) 

7.97 

7.97 

9.97 

9.97 

2.00 

29.50 

29.50 

27.98 

27.98 

(1.52) 

2.50 

2.50 

2.50 

2.50 

47.88 

47.88 

50.38 

50.38 

2.50 

553.03 

553.13 

562.01 

560.43 

7.30 

384.94 

386.94 

425.50 

427.05 

40.11 

2,004.77 

2,007.07 

2,005.62 

2,005.62 

(1.45) 
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Agency** 

HB2FTE 

Fiscal 

1992 

HB2FTE 

Fiscal 

1993 

Executive 

Budget 

FTE  1994 

Executive 

Budget 

FTE  1995 

Increase 

(Decrease) 

FY93-95 

Dept.  of  State  Lands 

359.71 

366.37 

364.25 

364.84 

(1.53) 

Dept.  of  Livestock 

119.71 

117.71 

120.71 

122.21 

4.50 

Dept.  of  Nat.  Resources  &  Cons. 

262.20 

262.20 

250.42 

249.92 

(12.28) 

Dept.  of  Revenue*** 

670.08 

674.08 

682.39 

682.39 

8.31 

Dept.  of  Administration 

318.14 

322.14 

318.32 

322.32 

0.18 

Public  Employees'  Retirement  Brd 

20.00 

20.00 

21.00 

21.00 

1.00 

Teachers'  Retirement  Board 

11.50 

11.50 

11.50 

11.50 

Dept.  of  Agriculture 

99.04 

99.09 

98.09 

96.76 

(2.33) 

Dept.  of  Corr.  &  Human  Serv. 

2,077.22 

2,042.46 

2,053.81 

2,188.69 

146.23 

Dept.  of  Commerce 

324.31 

325.81 

333.81 

334.81 

9.00 

Dept.  of  Labor  and  Industry 

639.00 

639.00 

650.10 

650.10 

11.10 

State  Mutual  Insurance  Fund 

218.90 

217.90 

224.50 

227.50 

9.60 

Dept.  of  Military  Affairs 

99.75 

99.75 

105.25 

104.50 

4.75 

Dept.  of  Social  &  Rehab.  Serv. 

906.90 

909.15 

903.20 

903.20 

(5.95) 

Dept.  of  Family  Services**** 

603.18 

603.18 

576.33 

576.33 

(26.85) 

Total  FTE 

11,177.89 

11,162.99 

11,187.34 

11,325.87 

162.88 

*Excludes  FTE  added  through  budget  amendments,  legislative  contract 

**Excludes  University  System 

***Excludes  liquor  store  employees 

****Includes  additional  FTE  authorized  by  1991  Legislature 

authority,  or 

other  operational  changes 

The  Racicot  budget  includes  three  significant 
amendments  to  the  Stephens  budget  regarding  FTE.  It 
does  not  endorse  the  proposal  to  make  elected  and 
deputy  county  assessors  state  employees,  which  would 
have  added  28.8  FTE.  Further,  it  recommends  that  74.3 
FTE  supported  with  general  fund  be  eliminated.  Lastly, 
it  eliminates  6.0  FTE  in  the  Department  of  Justice  Drug 
Enforcement  program  funded  with  Coal  Board  grants. 

Executive  response  to  5  %  FTE  reductions 

In  response  to  a  legislative  directive,  most  state 
agencies  were  required  to  submit  their  1995  biennium 
budgets  with  5  percent  fewer  FTE.  As  Table  9  shows, 
agencies  eliminated  570.52  FTE  in  response  to  this 
directive.  The  Stephens  budget  recommended  that 
344.87  of  these  FTE  be  restored.   The  Racicot  budget 


does  not  restore  74.3  eliminated  FTE  that  were 
supported  with  general  fund.  As  a  result,  the  Racicot 
budget  recommends  that  270.57  of  the  570.52  positions 
be  restored,  as  Table  9  shows. 

In  addition,  the  Racicot  budget  reduces  CHE's  budget  by 
$99,726  general  fund  to  reflect  a  5  percent  reduction  in 
its  FTE  supported  with  general  fund.  The  CHE  did  not 
submit  its  budget  request  for  the  1995  biennium  with  a 
5  percent  FTE  reduction,  as  required  in  House  Bill  2. 

In  the  Racicot  budget  response  to  the  5  percent 
reductions,  funding  source,  rather  than  agency  need, 
was  the  criteria  for  determining  which  positions  would 
be  restored.  For  example,  no  FTE  are  eliminated  in  the 
departments  of  Transportation  or  Fish,  Wildlife,  and 
Parks.     However,  in  the  Racicot  response  to  the  5 
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percent  reductions,  the  Department  of  Family  Services 
would  lose  29.85  FTE,  most  of  whom  are  in  its 
Community  Services  Division  and  in  Juvenile 
Corrections  (which  includes  Pine  Hills  and  Mountain 


View  schools).  Similarly,  the  Department  of  Social  and 
Rehabilitation  Services  (SRS)  would  lose  29.95  FTE, 
many  of  them  in  welfare  offices  in  the  12  assumed 
counties. 


Table  9 

Executive  Response 

to  5%  Reductions 

1995  Biennium 

Target 

Restored  in  the 

Biennial 

—Submitted- 

-Racicot  Budget- 

Agency 

Reduction* 

FTE 

Amount 

FTE 

Amount 

Transportation 

$6,565,072 

136.25 

$6,580,149 

136.25 

$6,579,304 

Corrections  &  Human  Services 

5,961,686 

102.15 

5,661,686 

0.00 

0 

Social  &  Rehabilitation  Services 

2,518,302 

49.32 

2,521,503 

19.37 

939,606 

Justice 

2,036,124 

30.50 

1,910,836 

0.00 

0 

Labor  &  Industry 

1,838,222 

32.25 

1,811,342 

31.35 

1,761,674 

Revenue 

1,762,604 

34.90 

1,742,412 

30.11 

1,520,250 

Family  Services 

1,725,462 

29.85 

1,687,202 

0.00 

0 

Fish,  Wildlife  and  Parks 

1,691,422 

25.40 

1,693,835 

20.41 

1,682,363 

Health  &  Environmental  Sciences 

1,245,566 

20.09 

1,251,004 

14.00 

827,727 

State  Lands 

1,059,034 

17.84 

1,056,122 

8.46 

448,414 

Administration 

1,001,490 

15.38 

997,016 

9.06 

554,503 

Commerce 

896,216 

16.00 

907,480 

0.00 

0 

Natural  Resources  &  Conservation 

754,980 

12.78 

754,980 

0.00 

0 

Office  of  Public  Instruction 

463,796 

6.00 

463,796 

0.00 

0 

Livestock 

365,704 

4.00 

271,335 

0.00 

0 

Agriculture 

295,140 

5.00 

322,788 

0.00 

0 

School  for  the  Deaf  &  Blind 

261,394 

3.70 

261,394 

0.00 

0 

Military  Affairs 

229,836 

5.25 

238,718 

0.00 

0 

Legislative  Auditor 

228,900 

4.00 

231,144 

0.00 

0 

Commissioner  of  Higher  Education 

226,820 

0.00 

0 

0.00 

(99,726: 

Governor's  Office 

214,166 

3.25 

218,143 

0.00 

0 

State  Auditor 

190,084 

3.33 

95,042 

0.00 

0 

Legislative  Council 

170,084 

4.20 

230,466 

0.00 

0 

Public  Service  Regulation 

164,334 

2.80 

164,404 

0.00 

0 

Historical  Society 

140,458 

2.59 

128,117 

1.09 

53,787 

Secretary  of  State 

90,476 

1.95 

85,970 

0.25 

8,924 

Library  Commission 

83,338 

1.74 

74,860 

0:22 

12,660 

TOTAL 

$32,180,710 
instructions 

570.52  $31,361,744 

270.57  $14,289,486 

*As  calculated  in  Executive  Budget 
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Expenditure  Reductions 

The  only  significant  expenditure  reductions  proposed  in 
the  Racicot  budget  are  in  human  service  programs,  the 
Montana  University  System,  state  support  for  K-12 
education,  human  service  programs,  and  funds  for  local 
governments.  These  executive  proposals  are 
summarized  in  Table  10  and  discussed  in  more  detail 
below. 


Table    10 

General   Fund   Expenditure 

Reductions* 

1995    Biennium 

(Millions) 

Human    service   programs 

$15.4 

Montana   University   System 

39.2 

Foundation   program** 

28.2 

Local   government   impact 

(U 

Budget   reductions 

$88.9 

*From    LFA   current   level 

**Reduces  general   fund   supplemental 

Human  service  programs 

The  Executive  Budget  proposes  to  reduce  Aid  to 
Families  with  Dependent  Children  (AFDC)  and  general 
assistance  benefits  in  selected  areas;  reduce  medicaid 
costs  through  increased  case  management,  psychiatric 
utilization  review,  and  lower  reimbursements  for 
outpatient  hospital  care  and  care  provided  by  out-of 
state  hospitals;  and  achieve  cost  savings  in  the 
medically  needy  program.  The  executive  also  proposes 
closing  the  hospital  and  nursing  home  at  Galen, 
developing  an  infirmary  at  Warm  Springs,  and 
maintaining  the  chemical  dependency  program  at 
Galen,  thus  reducing  general  fund  appropriations  by 
$3.8  million.  The  proposed  reductions  in  human  service 
programs  are  shown  in  Table  11. 


Table   11 

Human  Service   Program  Reductions 

1995   Biennium 


Reduction 
AFDC   benefits 

General    assistance   benefits 

Medicaid   managed   care   & 
lower  reimbursements 

Medically   needy 

Galen   closure 

Total 


Genera 

Fund 

Savings 

(Millions) 

$1.9 

1.7 

3.3 

4.7 

3.8 

$15.4 

The  Racicot  budget  does  not  include  funds  for  the 
Health  Care  for  Montanans  initiative  contained  in  the 
Stephens  budget.  This  initiative,  which  would  have 
been  funded  with  a  newly-imposed  hospital  gross 
receipts  tax,  proposed  expenditures  during  the  1995 
biennium  of  $2.8  million  for  expanded  health  care  for 
children,  $2.7  million  for  increased  medicaid 
reimbursement  rates  for  inpatient  hospital  services, 
$200,000  for  the  family  practice  residency  program,  and 
$1.5  million  for  a  Health  Care  Commission.  Since  the 
Racicot  budget  does  not  endorse  the  hospital  gross 
receipts  tax,  it  did  not  include  funds  for  any  of  these 
proposals. 

The  Executive  Budget  presented  to  the  1991  regular 
session  included  $4.3  million  ($1.2  million  general  fund) 
to  increase  medicaid  reimbursement  rates  for  inpatient 
hospital  services  in  fiscal  1993.  The  director  of  SRS 
testified  that  this  increase  was  necessary  to  comply  with 
the  "Boren  amendment",  a  federal  regulation  which 
requires  states  to  set  medicaid  rates  to  cover  costs 
incurred  by  "efficiently  and  economically"  operated 
facilities.  While  the  legislature  approved  $3.3  million  of 
this  increase,  this  appropriation  was  eliminated  during 
the  January  1992  special  session,  at  the 
recommendation  of  the  executive.  SRS  stated  that  it 
would  complete  a  study  of  hospital  rates  and  request 
funding  to  implement  increased  hospital  rates  in  the 
1995  biennium.  This  study,  which  was  completed  in 
November  1992,  concluded  that  Montana's  average 
reimbursement  rate  for  inpatient  hospital  costs  was 
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over  95  percent.  As  a  result,  the  Racicot  budget  does 
not  include  funds  for  increased  medicaid  reimbursement 
rates.  In  addition ,  it  proposes  to  reduce  reimbursement 
rates  for  outpatient  hospital  services  from  100  percent 
to  98  percent  for  sole  community  hospitals  and  from 
94.2  percent  to  93  percent  for  other  hospitals.  It  also 
proposes  to  reduce  payment  for  services  provided  to 
Montana  medicaid  patients  by  out-of-state  hospitals  to 
the  rate  paid  to  Montana  hospitals. 

Montana  University  System  (MUS) 

The  Executive  Budget  includes  $39.2  million  less 
general  fund  for  the  MUS  (six  units,  vocational 
technical  centers,  community  colleges,  CHE,  and 
experiment  stations)  than  the  LFA  current  level,  as 
Table  12  shows. 

These  executive  reductions  in  the  MUS  are  due  to  two 
factors:  1)  budgeting  method;  and  2)  policy  initiatives. 


The  executive  did  not  use  the  formulas  adopted  by  the 
1989  and  1991  Legislatures  for  budgeting  state  support 
for  community  colleges  and  for  most  programs  at  the 
university  units  and  vocational-technical  centers. 
Instead,  the  executive  used  an  incremental  method 
based  on  fiscal  1992  actual  expenditures.  The  purpose 
of  this  change  was  to  ensure  that  budget  reductions 
made  during  the  January  1992  special  session  were 
continued  in  the  1995  biennium.  This  budgeting 
method  resulted  in  $15.1  million  less  general  fund  for 
the  MUS  than  the  formula  would  have  generated  for  the 
1995  biennium.  In  incrementally-funded  MUS 
programs,  the  Racicot  budget  is  $0.9  million  higher  than 
the  LFA  current  level. 

In  addition,  the  executive  proposes  to  reduce  general 
fund  support  for  the  MUS  by  $25.0  million  during  the 
biennium.  Table  12  compares  the  Racicot  budget  to  the 
LFA  current  level  for  each  unit,  center,  and  agency 
within  the  MUS. 
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Table  12 

Comparison  of  Racicot  Budget  and  LFA  Current  Level 

Montana  University  System,  1995  Biennium 


Agency 


LFA  Current     LFA  Current 

Level  Level 

Fiscal  1994        Fiscal  1995 


Racicot               Rjicicot  LFA  Current 

Executive  Executive  Level 

Budget                Budget  1995 

Fiscal  1994  Fiscal  1995  Biennium 


Racicot  Biennial 

Exec  Budg  Racicot 

1995  Over  (Under) 

Biennium  LFA 


Commissioner  of  Higher  Education* 


Current  Level 

$7.11 

Other  Budget  Mods 



Totnl 

7.11 

University  Units 

Current  Level 

93.29 

Enrollment  Add 

Total 


Vocational  Technical  Centers 

Current  Level 


Community  Colleges 


Agricultural  Experiment  Station 

Cooperative  Extension  Service 

Forestry  and  Conservation  Experiment  Station 

Bureau  of  Mines 

Fire  Services  Training  School 

Policy  Initiative 

Total  MUS 


Commissioner  of  Higher  Education* 

Current  Level 


Current  Level 


University  Units 


Budget  Mods 
Total 


Current  Level 
Enrollment  Add 


Total 


Vocational  Technical  Centers 

Current  l>evel 


Community  Collages 


Current  1a*voI 


Agricultural  Experiment  Station 

Cooperative  Extension  Service 

Forestry  and  Conservation  Experiment  Station 

Bureau  of  Mines 

Fire  Services  Training  School 

Policy  Initiative 

Additional  Tuition  Revenue 

Total  MUS 


93.29 


7.63 


4.42 

7.92 
2.78 
0.70 
1.36 
0.26 


$125.47 


$32.96 


32.96 


15424 


154.24 


11.20 


4.42 

10.65 
4.94 
0.70 
1.40 
0.26 


$7.05 


7.05 


93.36 


93.36 


7.51 


4.38 

7.95 
2.78 
0.70 
1.35 
0.24 


$125.32 


$34.77 


34.77 


•  GENERAL  FUND  (Millions)  - 


$220.77 


154.35 


4.38 

10.  b8 
4.94 
0.70 
1.39 
0  24 


$22254 


$7.38 
0.02 

7.40 


$7.30 
0.04 

7.34 


$14  16 
000 


14.16 


$14.68 
0.06 


14.74 


85.S 


8.35 


382 

7.94 
2.81 
0.75 
1.41 
0.26 

(10.16) 

$108.13 


85.76 
8.19 

3.78 

7.97 
2.81 
0.75 
1.39 
0.27 

(14.84) 

$103.42 


186.65 


15.14 


8.80 

15.87 
5.56 
1.40 
2.71 
0.50 

0.00 

$250.79 


■  TOTAL  FUNDS  (Millions)  - 


$33.25 
1.73 


34.98 


144.20 
2.11 


146.31 


3.82 

10.61 
4.97 
0.75 
1.41 
0.26 

(10.16) 

4  32 

$209.23 


$35.04 
1.86 

36  90 


144.41 
2.35 

146.76 
11.81 

3.78 

10.66 
4.97 
0.75 
1.39 
0.27 

114.841 

9.00 

$211.45 


$67.73 
0.00 


67.73 


308.59 
0.00 


22.29 

8.80 

21.33 
9.88 
1.40 
2.79 
0.50 

0.00 

0.00 

$443  31 


171.31 
16.54 

7.60 

15.91 
5.62 
1.50 
2.80 
0.53 

(2500) 

$211.55 


$68.29 
3.59 

71.88 

288.61 
4.46 

293.07 
23.77 

7.60 

21.27 
9.94 
1.50 
2.80 
0.53 

(25.00) 

1332 

$420.68 


$0.52 
0.06 


0.58 


83.44 

83.65 

186.65 

167.09 

(19.56 

2.11 

2.11 

0.00 

4.22 

4.22 

(15.34 


(1.20 

0.04 
0.06 
0.10 
0.09 
0.03 

(25.00 


($39.24 


$056 
3.59 

4.15 


(1998 
4  46 


(15.52 


1.48 


(1.20 

(0.06 
006 
0.10 
0.01 
0.03 


*  Excluding  community  j:oHeges. 


(25  00 
1332 

($22.63 
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As  the  table  shows,  the  Racicot  budget  recommends 
$39.2  million  less  in  general  fund  and  $22.6  million  less 
in  total  funds  than  the  LFA  current  level. 

Included  in  total  funds  in  the  Racicot  budget  is  $13.3 
million  of  spending  authority  for  additional  tuition 
revenue  in  the  1995  biennium.  While  the  Racicot 
budget  recommended  that  the  Regents'  plan  for  meeting 
the  $25  million  reduction  in  general  fund  support  "not 
incorporate  a  tuition  increase  for  Montana  residents 
beyond  the  amount  currently  approved  by  the  Regents", 
it  does  include  spending  authority  of  $4.3  million  in 
fiscal  1994  and  $9.0  million  in  fiscal  1995  for  additional 
tuition.  This  is  the  executive  calculation  of  the  1995 
biennium  impact  of  the  Regents'  tuition  indexing 
proposal.  At  a  December  1992  meeting,  the  Regents 
adopted  the  concept  of  tuition  indexing  but  did  not 
adopt  any  increase  in  tuition  charges  for  the  1995 
biennium. 

"Tuition  indexing"  is  a  concept  in  which  the  tuition 
charged  to  students  is  set  at  a  chosen  percentage  of  total 
educational  costs  (generally  defined  as  instruction, 
support,  and  plant  operations  and  maintenance 
expenditures).  Consequently,  tuition  levels  rise  and  fall 
based  on  expenditures  and  the  appropriations  made 
available  to  fund  them.  The  proposal  adopted  by  the 
Regents  would  index  resident  tuition  to  25  percent  and 
nonresident  tuition  to  100  percent  of  the  peer  level 
educational  expenditures  per  student.  Since  the 
Regents'  purpose  in  proposing  tuition  indexing  is  to 
increase  the  total  appropriation  per  student,  it  proposes 


no  corresponding  reduction  in  general  fund  as  a  result 
of  the  increased  tuition.  Thus,  the  Regents'  proposal 
would  increase  the  total  appropriation  per  student  to 
approximately  $6,900  and  would  raise  tuition  to 
approximately  $1,746  per  resident  student  over  a  four- 
year  period.  Under  the  Regents'  proposal,  the  total 
number  of  resident  students  in  the  system  would  be 
dependent  upon  the  total  appropriation,  with  the 
number  capped  at  a  level  that  would  ensure  the  target 
level  of  expenditure  per  student.  The  number  of 
nonresident  students  would  depend  primarily  upon  the 
physical  capacity  of  the  facility.  The  Regents  plan  to 
submit  a  budget  modification  to  the  1993  Legislature 
requesting  $5.3  million  general  fund  to  implement  the 
1995  biennium  portion  of  their  tuition  indexing 
proposal. 

The  Racicot  budget  proposes  that  the  increased  tuition 
revenue  generated  in  the  1995  biennium  by  the  Regents' 
tuition  indexing  proposal  be  used  to  offset  the  $25 
million  general  fund  reduction. 

Table  13  shows  the  impact  of  the  tuition  increases 
included  in  the  Racicot  budget.  Tuition  costs  (incidental 
fees  only)  for  residents  would  increase  by  8.0  percent  in 
fiscal  1994  and  an  additional  7.3  percent  in  fiscal  1995. 
Resident  tuition  would  provide  25.9  percent  in  fiscal 
1994  and  27.4  percent  in  fiscal  1995  of  the  per  student 
costs  contained  in  the  Racicot  budget.  Currently, 
resident  incidental  tuition  provides  approximately  23.5 
percent  of  per  student  costs.  Nonresident  tuition  would 
increase  by  a  greater  percentage.  As  a  result, 
nonresident  tuition  would  exceed  the  per  student 
appropriation  contained  in  the  Racicot  budget. 
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Table  13 
Impact  of  Tuition  Indexing  Proposal  in  Racicot  Budget 


1995  Biennium 


Resident 
Nonresident** 


FY93 

$1,288 
4,988 


--  Tuition  Fees*  -— 

FY94  Increase 


$1,391 
5,502 


8.0% 
10.3% 


FY95 

$1,493 
6,006 


Increase 


7.3% 
9.2% 


Racicot  Budget  Proposal 


FY94 


FY95 


Current  Level  Budget  (Six  Units)*** 
Budget  Modifications 
Policy  Initiative**** 
Additional  Tuition 

Total 
Current  Level  Enrollment 
Per  Student 


$141,668,645  $141,875,232 

$2,107,699  $2,347,699 

($7,106,606)  ($10,295,464 

$4,321,900  $8,998,300 


$140,991,638 
26,228 
$5,376 


$142,925,767 
26,228 
$5,449 


Resident 
Nonresident 


Tuition  as  a  %  of  Total  Per  Student  Cost  Under  Racicot  Budget 

FY94 

25.9% 
102.3% 


FY95 


27.4% 
110.2% 


*Includes  tuition  (incidental  fees)  only.  Does  not  include  registration  fees  or  fees  deposited  in 

accounts  other  than  the  current  unrestricted  fund.  FY94  and  FY95  fees  based  on  executive 

calculation. 

**UM,  MSU,  and  Tech.  EMC,  NMC,  and  WMCUM  tuition  is  slightly  lower. 

***Includes  all  "educational"  costs,  defined  as  instruction,  support,  and  plant. 

****Six  units  proportional  share  based jiporijotal^iiCiirjgj)f^$_2J^mfnjjn  reduction.  


The  Racicot  budget  includes  $32.7  million  less  general 
fund  for  the  MUS  than  was  appropriated  in  the  1993 
biennium  (after  special  session  reductions),  as  Table  14 
shows.  The  executive  proposes  this  reduction  despite 
the  4.3  increase  in  enrollment  at  the  university  units 
and  the  4.0  percent  enrollment  increase  at  the 
community  colleges.  (Enrollment  at  the  vocational 
technical  centers  declined  9.5  percent.) 


However,  the  Racicot  budget  includes  $15.6  million 
more  in  total  funds  for  the  MUS  than  the  current 
biennium  appropriation,  as  Table  14  shows.  Most  of 
this  increase  is  in  CHE  to  pay  anticipated  claims  in  the 
university  system  health  insurance  program.  The 
increase  in  total  funding  for  the  remainder  of  the  MUS 
(after  the  $25  million  general  fund  reduction)  is  $1.3 
million. 


15 
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Table  14 

Comparison 

of  Racicot  B 

udget  and  1993  Biennium  Appropriations 

Agency 

Actual 
Fiscal  1992 

Appropriated 
Fiscal  1993* 

Racicot 

Executive 

Budget 
Fiscal  1994 

Racicot 
Executive 

Budget 
Fiscal  1995 

1993 
Jiennium 

1995             Biennial 
Biennium      Difference 

Commissioner  of  Higher  Education** 
Current  Level 
Other  Budget  Mods 

$6.82 

$6.78 

GENERAL  FUND  (Mi 

$7.38                  $7.30 
0.02                    0  04 

$14.68 
0.06 

$1.08 
0J)6 

$13.60 
0.00 

Totnl 

6.82 

6.78 

7.40 

7.34 

13.60 

14.74 

1  14 

University  Units 

Current  Level 
Enrollment  Add 

93.86 

87.00 

83.44 
2.11 

83  65 
2  11 

180.86 
OJ0O 

167  09 
4.22 

( 13.77 
i22 

Totnl 

93.86 

8700 

85.55 

8576 

180.86 

171.31 

(9.55 

Vocational  Technical  Centers 

Current  Level 

8.69 

7.98 

8.35 

8.19 

1667 

16.54 

(0.13! 

Community  Colleges 

Current  Level 

3.66 

3.90 

3.82 

3.78 

7.56 

7.60 

0.04 

Agricultural  Experiment  Station 

Cooperative  Extension  Serivce 

Forestry  nnd  Conservation  Experiment  Station 

Burenu  of  Mines 

Fire  Services  Training  School 

7.66 
294 
0.72 
1.32 
0.25 

7.55 
2.91 
069 
1.30 
0.23 

7.94 
2.81 
0.75 
1  41 
0.26 

7  97 
2.81 
0.75 
1.39 
0.27 

15.21 
5.85 
1  41 
262 
0.48 

15.91 
5  62 
1.50 
280 
0.53 

070 
(0.23 
0  09 
0.18 
0.05 

Higher  Education  Policy  Initiative 
Total  MUS 

$125  92 

110.16) 
$108.13 

(14.84) 
$10342 

0.00 
$244  26 

(25.00) 
$211.55 

(25.00 

$118.34 

($32.71 

Commissioner  of  Higher  Education** 
Current  Level 
Budget  Mods 

$26.87 

$30.66 

\L  FUNDS  (Milli 

$35.04 
1.86 

$68.29 
3.59 

$10.76 
3.59 

$33.25 
1.73 

$57.53 
0.00 

Totnl 

26.87 

30.66 

34.98 

36.90 

57.53 

71.88 

14.35 

University  Units 

Current  Level 
Enrollment  Add 

139.53 

143.10 

144.20 
2J1 

144.41 
2.35 

282.63 
0.00 

288.61 
4.46 

598 
4.46 

Totnl 

139.53 

143.10 

14631 

14676 

28263 

293.07 

10.44 

Vocational  Technical  Centers 

Current  Level 

11.58 

11  15 

11.96 

11.81 

22.73 

2377 

1  04 

Community  Colleges 

Current  Level 

3.66 

3.90 

3.82 

3.78 

7.56 

7.60 

0.04 

Agricultural  Experiment  Station 

Cooperative  Extension  Serivce 

Forestry  and  Conservation  Experiment  Station 

Bureau  of  Mines 

Fire  Services  Training  School 

10.17 
4.91 
0.72 
1.36 
0.25 

10.05 
4.90 
0.69 
1.34 
0.23 

10.61 
4.97 
0.75 
1  41 
0.26 

10.66 
4.97 
0.75 
1.39 
0.27 

20.22 
981 
1.41 
270 
0.48 

21.27 
9.94 
1.50 
2.80 
0.53 

1.05 
0.13 
0.09 
0.10 
0.05 

Higher  Education  Policy  Initiative 

(10.16) 

(14.84) 

0.00 

(25.00) 

(25.00 

Additional  Tuition  Revenue 





4.32 

9.00 

0.00 

13.32 

13.32 

Total  MUS 

$199.05              $206.(12              $209.23              $211.45              $405.07            $420.68 
ending  authority  appropriated  to  CHE  in  the  January  and  July  special  sessions  nre  nllocnler 

$1561 

*lncludes  all  special  session  reductions. 
••Excluding  the  community  colleges.  Tuition  sp 
to  the  units  and  vo-techs. 
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OVERVIEW  OF  THE  RACICOT  EXECUTIVE  BUDGET 


Foundation  pro^rnm 

The  Racicot  budget  reduces  foundation  program 
expenditures  by  $28.2  million  in  the  1995  biennium. 
This  savings  would  be  achieved  by: 

1)  reducing  current  foundation  schedules  by  5  percent 
effective  in  fiscal  1994,  for  a  savings  of  $39.5  million. 

2)  providing  guaranteed  tax  base  (GTB)  aid  for  that 
portion  of  the  voted  levy  imposed  to  offset  the 
foundation  program  reduction.  The  executive  calculates 
that  the  state  costs  of  the  expanded  GTB  aid  would  be 
$11.3  million. 

While  the  printed  Racicot  budget  stated  that  the 
proposal  required  a  50  percent  reduction  in  state 
support  of  administrative  costs,  the  legislation 
implementing  the  executive  budget  may  not  contain  this 
provision. 

Impact  on  school  districts 

The  Racicot  proposal  may  adversely  impact  the  state's 
position  on  several  issues  cited  in  the  1989  Montana 
Supreme  Court  case  which  declared  the  former  school 
equalization  program  unconstitutional.  These  issues 
have  been  raised  again  in  the  two  law  suits  filed  against 
the  current  school  equalization  program: 

1)  disparity  in  per  pupil  expenditures.  The  Racicot 
proposal  may  widen  the  current  disparity  in  per  pupil 
expenditures  among  school  districts.  If  districts  submit 
--and  voters  approve-levies  for  the  entire  amount  of  the 
reduced  state  aid,  there  will  be  no  reduction  in  per  pupil 
expenditures  in  that  district.  If,  however,  a  district  does 
not  submit  or  voters  fail  to  approve  a  levy  for  this 
purpose,  there  will  be  a  reduction  in  per  pupil 
expenditures  in  that  district.  Voted  levies  failed  in  15 
school  districts  in  fiscal  1992.  For  fiscal  1993  budgets, 
voted  levies  failed  in  17  school  districts. 

2)  reduced  state  support.  This  proposal  will  decrease 
the  percentage  of  state  support  of  K-12  education. 
Foundation  schedules  payments  will  be  reduced  by 
$39.5  million.  Offsetting  GTB  aid  will  be  provided  for 


only  a  portion  of  the  reduction  and  only  if  an  eligible 
district  approves  a  voted  levy. 

The  share  of  state  support  for  schools  declined  in  the 
1993  biennium,  since  foundation  schedules  were 
maintained  at  the  fiscal  1991  level. 

3)  disparity  in  taxpayer  effort.  Because  of  the  wide 
variation  in  district  taxable  value,  the  number  of  mills 
needed  to  fund  voted  levies  to  offset  the  foundation 
reduction  will  vary  dramatically  across  the  state.  Table 
15  illustrates  this  point.  The  elementary  districts  in 
East  Helena  and  Colstrip  have  similar  numbers  of 
students,  but  much  different  taxable  values.  In 
Colstrip,  a  voted  levy  of  0.6  mills  would  be  sufficient  to 
offset  the  foundation  schedule  reduction.  However,  in 
East  Helena  a  6.7  voted  mill  levy  would  be  required. 


Table   15 

Example   of  Taxpayer   Effort   Needed 

to  Replace   Loss  in  Foundation 

Support 


FY92   ANB 

FY92   Mill   value 

5%   Foundation   reduction 

Voted   mills   needed   to 
offset   foundation    reduction 


Colstrip 

Elementary 

940 

$165,726 
(98,847) 
0.6 


E.   Helena 
Elementary 

976 

$8,383 

(116,554) 

6.7 


In  districts  with  large  amounts  of  P.L.  81-874  funds, 
districts  may  be  able  to  maintain  current  budgets 
without  a  voted  levy  to  replace  foundation  program 
reductions. 

To  the  extent  that  districts  submit  and  voters  approve 
levies  to  offset  the  foundation  schedule  reduction,  the 
Racicot  proposal  shifts  $28.2  million  of  state  costs  to 
local  taxpayers.  If,  however,  districts  reduce  their 
budgets  as  a  result  of  the  foundation  schedule  decrease, 
total  school  district  expenditures  will  decline. 
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SEA  Funding 

The  Racicot  budget  proposes  four  changes  in  how  the 
school  foundation  program  would  be  funded: 

1)  timber  sales.  It  adopts  the  Stephens  budget 
recommendation  for  continued  deposit  of  timber  sales 
proceeds  from  state  lands  in  the  SEA.  Historically, 
these  proceeds  have  been  deposited  in  the  common 
school  trust,  building  the  trust  principal.  Interest  from 
the  trust  is  then  deposited  in  the  SEA.  During  the 
January  1992  special  session,  the  legislature  approved 
legislation  to  deposit  timber  sales  proceeds  in  the  SEA 
in  the  1993  biennium.  The  Racicot  budget  proposes  to 
make  this  change  permanent,  resulting  in  an  estimated 
$8  million  increase  in  SEA  revenue  during  the  1995 
biennium.  This  proposal  will  reduce  growth  in  the 
common  school  trust  principal  by  27  percent  during  the 
1995  biennium,  resulting  in  less  interest  earnings  in 
future  biennia. 

2)  local  impact  funds.  The  Racicot  budget  proposes  to 
reduce  the  local  impact  funds  available  for  Coal  Board 
grants  by  $5.0  million  during  the  1995  biennium. 
Under  current  law,  any  local  impact  funds  that  are  not 
spent  revert  to  the  SEA  at  the  end  of  each  biennium. 

3)  PILT  funds.  The  Racicot  budget  proposes  a  change  in 
the  handling  of  Payment-in-Lieu-of-Taxes  (PILT)  funds 
that  would  result  in  the  receipt  of  $3.4  million  per  year 


in  additional  federal  revenue.  Under  current  law, 
counties  receive  several  types  of  PILT  and  revenue 
sharing  funds  to  reimburse  them  for  property  tax 
revenue  lost  because  federal  lands  within  the  county  are 
tax-exempt.  State  law  requires  that  a  portion  of  some 
of  these  funds  be  deposited  in  the  county  equalization 
account  for  support  of  the  school  foundation  program, 
but  does  not  specify  the  distribution  of  the  other  funds. 
Under  current  federal  law,  any  portion  of  federal 
revenue  sharing  funds  not  used  for  schools  must  be 
deducted  in  determining  the  following  year  PILT 
payment. 

The  Racicot  budget  proposes  legislation  that  would 
require  aH  federal  revenue  sharing  funds  now  received 
by  counties  be  sent  to  the  state  for  deposit  in  the  SEA, 
beginning  in  fiscal  1994.  Since  these  funds  would  then 
be  used  for  schools,  there  would  be  no  deduction  in 
calculation  of  the  following  year  PILT  funds,  resulting 
in  increased  PILT  payments  to  counties. 

Table  16  shows  the  Office  of  the  Legislative  Auditor 
(OLA)  staff  estimate  of  the  impact  of  this  proposal 
during  the  1995  biennium.  The  SEA  would  gain  $5.7 
million  per  year  as  counties  sent  their  federal  revenue 
sharing  to  the  SEA.  However,  counties  may  not  receive 
any  additional  PILT  during  the  1995  biennium,  since 
the  federal  formula  has  a  time  lag.  Beginning  in  fiscal 
1996,  OLA  staff  estimate  that  counties  would  receive  an 
additional  $3.4  million  in  PILT  revenue,  offsetting  the 
$5.7  million  for  a  net  loss  of  $2.3  million. 
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Table  16 

Impact  of  Payment-in-Lieu-of-Taxes  Proposal 

(Millions) 

FY94  and  FY95  - 

-  -  -  FY96  -  -  - 
Proposal 

Federal  Payment 

Current 

Proposal 

Difference 

Current 

Difference 

PILT 

Counties 

$8.0 

$8.0 

$0.0 

$8.0 

$11.4 

$3.4 

Revenue  sharing 

Counties 

5.7 

0.0 

(5.7) 

5.7 

0.0 

(5.7) 

Schools 

2.7 

8.4 

5.7 

2.7 

8.4 

5.7 

Impact  on  Counties 

PILT 

$8.0 

$8.0 

$0.0 

$8.0 

$11.4 

$3.4 

Revenue  sharing 

5.7 

0.0 

(5.7) 

5.7 

0.0 

(5.7) 

Net  Impact 

($5.7) 

($2.3) 

The  Racicot  budget  funds  the  reimbursement  to  counties 
for  their  net  loss  under  this  proposal  from  the  state 
highways  account.  The  legislation  will  specify  that  the 
reimbursement  funds  must  be  used  for  road 
construction  and  maintenance,  to  comply  with  Article 
VIII,  section  6  of  the  Montana  constitution,  which 
restricts  use  of  highway  funds.  The  amount  of  the 
reimbursement  to  counties  has  not  been  finalized  in  the 
executive  proposal. 

4)  transfer  to  genera]  fund.  As  a  result  of  the 
expenditure  reductions  and  revenue  reallocations 
included  in  the  Racicot  budget,  the  SEA  will  have  a 
positive  fund  balance  in  fiscal  1993,  fiscal  1994,  and 
fiscal  1995.  The  executive  will  propose  legislation  to 
transfer  these  balances  ($2.2  million  in  fiscal  1993  and 
$10.5  million  in  the  1995  biennium)  from  the  SEA  to  the 
general  fund.  While  one  source  of  revenue  deposited  in 
the  SEA  (common  school  interest  and  income)  is 
constitutionally  restricted  for  school  equalization 
expenditures,  the  other  funding  sources  for  the  SEA  are 
statutorily  established. 


Local  government  impacts 

The  Racicot  budget  reduces  state  costs  by  transferring 
costs  to  local  governments  or  reducing  the  amount 
passed  through  to  local  governments  by  $6.1  million. 
Local  governments  are  impacted  in  three  areas: 

1)  county  processing  costs.  The  executive  proposes  that 
the  44  counties  that  operate  their  own  welfare  programs 
("non-assumed"  counties)  pay  computer  processing  costs 
associated  with  welfare  operations  in  their  counties. 
Currently,  the  state  pays  these  costs  in  both  assumed 
and  non-assumed  counties.  The  executive  estimates 
that  requiring  non-assumed  counties  to  pay  these  costs 
will  save  the  state  $700,000  during  the  1995  biennium. 

This  proposal  appears  to  contradict  another  provision 
contained  in  the  Racicot  budget.  The  Stephens  budget 
recommended  (and  the  Racicot  budget  includes)  $1.0 
million  additional  general  fund  to  assume  operating 
costs  in  non-assumed  counties  associated  with  the 
operations  of  the  Department  of  Family  Services.  These 
costs  include  rent,  phones,  postage,  copying,  and  some 
equipment. 
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Thus,  the  Racicot budget  requires  non-assumed  counties 
to  pay  $0.7  million  for  computer  costs  the  state  now 
pays,  but  also  proposes  to  provide  $1.0  million  for 
operating  costs  now  paid  by  these  same  counties. 

2)  Coal  Board  grants.  The  Racicot  budget  proposes  to 
reduce  funds  available  for  Coal  Board  grants  by  $5.0 
million  in  the  1995  biennium.  Under  current  law,  the 
Coal  Board  awards  grants  and  loans  to  "local 
governmental  units,  state  agencies,  and  governing 
bodies  of  federally  recognized  Indian  tribes  to  assist 
local  governmental  units  and. ..tribes  in  meeting  the 
local  impacts  of  coal  development  by  enabling  them  to 
adequately  provide  governmental  services  and  facilities 
which  are  needed  as  a  direct  consequence  of  coal 
development."  Since  the  program  was  established  in 
1975,  $69.9  million  of  grants  have  been  made  to  local 
governments  and  tribes  impacted  by  coal  development. 

While  the  printed  Racicot  budget  stated  that  funds  for 
Coal  Board  grants  would  be  permanently  eliminated, 
the  executive  has  revised  its  proposal  to  leave  $0.7 
million  in  local  impact  funds  available  during  the  1995 
biennium  for  administrative  costs  and  grants. 

In  the  Stephens  budget,  $0.7  million  of  Coal  Board 
grants  were  budgeted  in  the  Department  of  Justice  to 
fund  6.0  FTE  and  operating  costs  for  a  drug 
enforcement  program  in  eastern  Montana.  As  part  of  its 
proposal  to  reduce  Coal  Board  grants,  the  Racicot 
budget  eliminates  these  6.0  FTE  and  operating  costs 
from  Justice's  budget. 


3)  drivers'  license  reinstatement  fees.  Under  current 
law,  one-half  of  the  $100  fee  charged  for  drivers'  license 
reinstatement  is  allocated  to  the  Highway  Traffic  Safety 
Division  for  distribution  to  counties  on  a  pro-rata  basis 
for  law  enforcement  programs.  The  executive  budget 
proposes  legislation  to  eliminate  the  allocation  to  the 
counties  and  use  the  funds  within  the  Department  of 
Family  Services  to  fund  alcohol  and  drug  treatment 
programs.  This  proposal  will  reduce  general  fund 
expenditures  by  $0.4  million  for  the  biennium  and 
reduce  pass-through  funds  to  the  counties  by  a  like 
amount. 

Several  other  provisions  in  the  executive  budget  would 
impact  local  school  districts.  The  Stephens  budget 
recommended  and  the  Racicot  budget  adopts  a  proposal 
to  bill  school  districts  for  outreach  services  provided  by 
the  Montana  School  for  the  Deaf  and  Blind.  These 
services  are  currently  funded  with  general  fund  and 
federal  funds.  The  executive  includes  $0.5  million  in 
spending  authority  for  the  anticipated  fees  collected 
from  local  districts  during  the  1995  biennium. 

As  discussed  in  the  school  foundation  section,  the 
executive  proposes  to  reduce  the  school  foundation 
schedules  by  5  percent  and  provide  GTB  aid  for  a 
portion  of  any  voted  levy  imposed  to  compensate  for  the 
reduced  state  support.  To  the  extent  that  districts 
approve  voted  levies  for  this  purpose,  the  state  savings 
increases  costs  for  local  taxpayers. 
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Funding  Switches 

To  reduce  general  fund  expenditures,  the  Executive 
Budget  includes  a  net  $12.0  million  of  "funding 
switches"  in  which  other  funding  sources  are  used  to 
replace  general  fund.  The  funding  switches  that  affect 
the  general  fund  are  listed  in  Table  17. 


Table   17 

General   Fund   Funding 

Switches  in 

Executive   Budget 

1995   Biennium 

General   Fund 

Savings 

Agency 

(Millions) 

Justice   -   Motor   Vehicle   Division 

$14,191,369 

State   Lands   -   RIT   funds 

750,000 

DNRC   -   RIT   funds 

1,737,302 

School   for  the   Deaf  and   Blind 

821,994 

Commerce   -  Weights   and  Measures 

980,772 

Transportation   -   Railroad  Transit  Div 

390,000 

SRS   -   Vocational   Rehabilitation 

(677,971) 

OPI    -   Teacher   certification   fees 

95,280 

SEA   -  Transportation 

(7,822,623) 

DHES  -  Various 

352,000 

Judiciary   -   Law   Library   and   boards 

568,066 

Family   Services   -  Alcoholism 
treatment   funds 

426,600 

Revenue    -   Cigarette   revenue 

180,000 

Net   Savings   to   General    Fund 

$11,992,789 

Highways  account 

The  largest  proposed  funding  switch  is  to  fund  the 
Motor  Vehicle  Division  from  the  highways  account,  for 
a  general  fund  savings  of  $14.2  million  during  the 
biennium.  The  Budget  Director  has  stated  that  this 
funding  switch  will  be  in  effect  for  the  1995  biennium 
only. 

While  the  Racicot  proposal  for  a  motor  fuels  tax  increase 
of  5  cent  tax  in  fiscal  1994  and  an  additional  5  cents  in 
fiscal   1995  will  produce  an  estimated  $78.7  million 


additional  revenue,  expenditures  from  the  account  are 
also  substantially  increased.  The  executive  proposes 
$25.4  million  in  budget  modifications  and  other  budget 
increases.  It  also  proposes  to  dedicate  1/4  of  one  cent  of 
the  tax  increase  ($2.5  million  for  the  biennium)  to  the 
Department  of  Fish,  Wildlife,  and  Parks  for  use  on  state 
park  roads.  In  addition,  as  discussed  above,  the 
executive  recommends  that  $14.2  million  of  Motor 
Vehicle  Division  costs  be  funded  from  the  account,  as 
well  as  $4.6  million  (or  more)  of  reimbursement  to 
counties  for  PILT  reimbursement.  In  total,  the 
executive  recommends  increased  expenditures  and 
funding  switches  of  $46.7  million  from  the  account.  As 
a  result,  expenditures  will  continue  to  exceed  revenues 
under  the  executive  proposal  by  $18.7  million  during 
the  1995  biennium. 

RIT  proposal 

Another  large  funding  switch  involves  Resource 
Indemnity  Trust  (RIT)  tax  revenues.  The  Racicot 
budget  proposes  diverting  40  percent  of  the  RIT  tax  that 
currently  flows  into  the  RIT  to  fund  agency  operations. 
Of  the  estimated  $3.9  million  that  would  be  diverted 
during  the  1995  biennium,  $2.5  million  would  be  used 
to  fund  programs  in  the  departments  of  State  Lands  and 
Natural  Resources  and  Conservation  that  are  currently 
funded  with  general  fund. 

Article  IX,  section  2  of  the  Montana  constitution  states: 

(2)  The  legislature  shall  provide  for  a  fund,  to  be 
known  as  the  resource  indemnity  trust  of  the 
state  of  Montana,  to  be  funded  by  such  taxes  on 
the  extraction  of  natural  resources  as  the 
legislature  may  from  time  to  time  impose  for  that 
purpose. 

(3)The  principal  of  the  resource  indemnity  trust 
shall  forever  remain  inviolate  in  an  amount  of  one 
hundred  million  dollars  ($100,000,000), 
guaranteed  by  the  stale  against  loss  or  diversion. 

The  balance  in  the  RIT  trust  at  the  end  of  fiscal  1992 
was  $82.5  million.  Under  current  law,  the  account  was 
anticipated  to  reach  $100  million  in  fiscal  1996,  at 
which  time  the  tax  revenue  as  well  as  the  interest  on 
the  trust  would  be  available  to  fund  programs  that 
"improve  the  total  environment  and  rectify  damage 
thereto."  The  executive  proposal  will  reduce  tax 
revenue  placed  in  the  account  by  $3.9  million  during  the 
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1995  biennium,  lengthening  the  time  required  for  the 
trust  balance  to  reach  the  constitutional  limit. 


million  general  fund  budget  reduction   with  tuition 
increases. 


The  executive  proposal  also  changes  the  allocation  of  the 
interest  earned  on  the  RIT: 

1)  $4.0  million  would  be  allocated  for  RIT  loans  and 
grants; 

2)  the  current  water  development  and  renewable 
resource  grant/loan  programs  would  be  combined  into  a 
single  program,  with  a  $1.6  million  biennial  budget; 

3)  the  Reclamation  and  Development  grant/loan 
program  would  be  unchanged  with  a  biennial  budget  of 
$1.6  million;  and 

4)  a  new  Rural  Economic  Revitalization  grant/loan 
program  would  be  created,  with  an  $800,000  biennial 
budget.  In  the  executive  proposal,  $240,000  of  this 
amount  would  be  granted  to  Northern  Montana  College 
in  fiscal  1995. 

Other  funding  switches 

Two  funding  switches  proposed  in  the  Racicot  budget 
increase  general  fund  costs  during  the  1995  biennium. 
The  executive  proposes  transferring  $7.8  million  of 
transportation  costs  from  the  SEA  to  the  general  fund, 
where  they  had  been  funded  prior  to  the  1993  biennium. 
While  this  funding  switch  was  proposed  in  the  Stephens 
budget  to  reduce  expenses  in  the  insolvent  SEA  (and 
thus  reduce  the  general  fund  supplemental  needed  for 
the  account),  in  the  Racicot  budget  the  SEA  has  a  $12.7 
million  surplus,  which  it  proposes  to  transfer  to  the 
general  fund. 

In  addition,  the  executive  proposes  to  fund  a  portion  of 
vocational  rehabilitation  costs  with  general  fund,  rather 
than  with  state  special  revenues,  to  provide  a  more 
stable  funding  source  for  the  program. 

Several  of  the  executive  proposals  previously  discussed 
could  be  considered  funding  switches.  For  example,  the 
PILT  proposal  results  in  the  deposit  of  funds  in  the  SEA 
but  the  payment  of  related  costs  from  the  state 
highways  account.  Similarly,  the  Racicot  budget  allows 
the  Regents  to  offset  $13.3  million  of  the  proposed  $25 


Reorganization  Proposals 

The  Racicot  budget  presents  several  proposals  "reducing 
the  layers  of  management  and  empowering  employees 
to  participate  in  agency  management."  Two  of  these 
proposals  are  analyzed  below. 

Early  retirement 

The  Racicot  budget  proposes  that  legislation 
encouraging  early  retirementbe  enacted.  The  executive 
states  that  this  proposal  would: 

1)  reduce  the  layers  of  management  by  "humanely 
facilitating  the  movement  of  senior  management"  out  of 
state  government;  and 

2)  result  in  an  estimated  $3.0  million  of  general  fund 
savings  duringthe  1995  biennium,  since  agencies  would 
be  allowed  to  replace  only  half  of  the  retiring  employees. 
However,  the  executive  does  not  include  this  estimated 
savings  in  its  general  fund  balance  sheet,  because  of  the 
difficulty  in  determining  in  which  agencies  it  would 
occur. 

While  the  administration  legislation  to  implement  this 
proposal  is  still  being  drafted,  the  printed  Racicot 
budget  proposes: 

1)  a  "window"  from  October  1,  1993  through  January  6, 
1994  in  which  members  of  the  Public  Employees 
Retirement  System  (PERS)  with  at  least  25  years  of 
membership  would  be  able  to  retire  prior  to  age  60 
without  incurring  an  age  penalty.  Their  retirement 
benefits  would  be  based  on  25/50  of  their  three  highest 
years'  pay.  Under  current  law,  retirement  benefits  are 
calculated  on  years  of  service/56.  Further,  a  6.0  percent 
per  year  early  retirement  reduction  in  benefits  is 
applied  for  retirement  prior  to  normal  service 
retirement  eligibility  (age  60  or  30  years  of  service, 
whichever  occurs  first). 

2)  legislation  allowing  agencies  to  contract  with  retiring 
employees  for  up  to  six  months  and  $5,000  to  ensure 
adequate  training  periods  for  new  employees  or 
completion  of  vital  tasks.  Under  current  law,  employees 
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are  prohibited  from  contracting  with  a  department  for 
six  months  after  leaving  its  employment;  and 

3)  deferring  payment  for  the  impact  of  this  proposal  on 
the  PERS  system  until  the  1997  biennium.  Since  this 
proposal  would  increase  the  amount  of  retirement 
benefits  paid,  additional  contributions  to  the  system  are 
necessary  to  maintain  its  actuarial  position.  The 
executive  proposes  increasing  employer  contributions 
from  the  fiscal  1994  rate  of  6.7  percent  to  6.85  percent 
in  the  1997  biennium.  The  general  fund  cost  of  that 
increase  (based  on  current  FTE  levels)  would  be 
approximately  $0.3  million  during  the  1997  biennium. 


Table  18  shows  information  on  the  state  employees  that 
would  be  eligible  to  retire  during  the  window  period 
proposed  in  the  Racicot  budget.  As  the  table  shows, 
fewer  than  one-third  of  employees  eligible  to  retire 
during  the  proposed  window  period  are  paid  from  the 
general  fund.  The  average  grade  of  eligible  employees 
is  grade  13,  which  is  far  below  the  senior  management 
level.  Only  120  of  the  563  employees  eligible  to  retire 
during  the  window  period  are  grade  16  or  above.  Of 
these,  30  are  paid  from  the  general  fund  and  90  from 
other  funds.  Based  on  this  data,  it  appears  the  proposal 
may  not  achieve  its  objectives  of  savings  $3.0  million 
general  fund  and  substantially  reducing  the  number  of 
senior  managers  in  state  government. 


Table  18 

State  Employees 

Eligible  to  Retire  Under 

Racicot  Proposal 

No. 

of 

Grade 

Average 

Average 

General 

Other 

Department 

Posit 

ons 

Range 

Grade 

Salary  (FY93) 

Fund* 

Funds* 

Justice 

28 

6-18 

11 

$28,373 

28 

Fish,  Wildlife,  and  Parks 

38 

7-19 

13 

$33,748 

38 

Transportation 

252 

07-23 

14 

$31,294 

252 

State  Lands 

12 

08-17 

14 

$33,788 

6 

6 

Livestock 

12 

10-18 

13 

$31,165 

3 

9 

Revenue 

13 

08-11 

8 

$22,042 

13 

Administration 

12 

08-21 

15 

$36,741 

4 

8 

Corrections  and  Human  Services 

75 

06-32 

11 

$27,633 

75 

Labor  and  Industry 

20 

07-17 

13 

$28,656 

1 

19 

Social  and  Rehabilitation  Services 

24 

11-17 

14 

$32,535 

6 

18 

Family  Services 

25 

07-19 

13 

$31,013 

16 

9 

Other  Agencies 

52 

25 

27 

Total 

563 

13 

177 

386 

*Estimated  funding  source 

Source:  Public  Employees  Retirement  System  Di 

vision 

In  recent  years,  over  25  states  have  offered  early 
retirement  programs.  According  to  a  1991  report  by  the 
National  Association  of  State  Budget  Officers  (NASBO), 
states  have  had  "mixed  results"  from  the  programs: 

1)  While  some  states  reported  savings  as  a  result  of 
eliminating  the  positions  of  those  retiring,  other  states 
reported  cost  increases.  For  example,  Washington 
state's  Office  of  Financial  Management  calculated  the 


net  general  fund  cost  of  its  1982  early  retirement 
program  was  $1.8  million,  since  state  agencies  had  to 
pay  termination  costs  for  retiring  employees  as  well  as 
salaries  and  overtime  costs  of  replacement  workers. 
New  York's  early  retirement  program  in  1983  increased 
costs  by  $50.0  million,  according  to  budget  staff  because 
virtually  all  the  positions  were  refilled.  New  York 
offered  early  retirement  programs  again  in  1990-1, 
which  has  resulted  in  some  cost  savings,  since  many 
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positions  were  not  refilled.  Actuaries  calculated  that  all 
positions  vacated  as  a  result  of  Rhode  Island's  1990 
early  retirement  program  will  have  to  be  held  vacant  for 
10  years  to  generate  anticipated  cost  savings. 

2)  Since  early  retirement  legislation  cannot  limit  the 
incentive  based  on  funding  source,  agency,  or  grade  of 
employee,  state  governments  cannot  control  which 
employees  will  retire.  As  a  result,  the  impact  of  early 
retirement  programs  varies  by  agency.  The  Washington 
study  reported  that  their  highway  and  fish  and  game 
departments  lost  many  senior  and  mid-level  managers, 
resulting  in  program  disruptions.  As  Table  18  shows, 
over  50  percent  of  Montana  state  employees  eligible  to 
retire  under  the  Racicot  proposal  are  in  the  departments 
of  Transportation  and  Fish,  Wildlife,  and  Parks. 

Agencies  in  other  states  that  had  technical  personnel 
retire  reported  difficulty  in  finding  replacements.  In 
Pennsylvania,  many  of  the  6,700  employees  who  retired 
under  a  1991  early  retirement  plan  were  nurses, 
engineers,  and  other  technical  staff.  Because  of 
difficulty  in  replacing  these  staff,  state  agencies 
contracted  with  a  significant  number  of  the  retired 
employees.  In  Washington,  10  percent  of  the  retirees 
were  hired  back  for  periods  of  three  to  six  months  to 
perform  needed  services.  In  Montana,  10  of  the  12  FTE 
eligible  for  the  retirement  incentive  in  the  Department 
of  State  Lands  are  in  technical  and  management 
positions.  If  all  10  technical  and  management  staff 
retired  and  the  agency  were  allowed  to  fill  only  5  of  the 
positions,  the  agency  could  experience  difficulties  in 
performing  its  duties. 

This  proposal  would  also  impact  local  governments, 
since  their  employees  are  members  of  PERS.  PERS 
staff  estimate  that  537  local  government  employees 
would  be  eligible  for  the  early  retirement  program.  In 
addition,  local  governments  will  have  to  pay  the 
increased  contribution  rate  beginning  in  the  1997 
biennium  to  fund  this  program. 

Appropriation  flexibility 

The  Racicot  budget  proposes  that  the  Office  of  Budget 
and  Program  Planning  be  given  the  authority  to  allow 
agencies  to  carry  forward  unexpended  appropriations 
into  the  second  fiscal  year  of  the  biennium.  The 
executive  states  that  this  proposal  will  provide  agencies 


an  incentive  to  save  money  in  the  first  year  of  the 
biennium  and  give  them  additional  flexibility  to  manage 
budget  reductions. 

This  proposal  may  increase  general  fund  costs. 
Included  in  both  the  Racicot  budget  and  the  LFA 
current  level  for  the  1995  biennium  are  anticipated 
reversions  of  $7.3  million  general  fund.  These 
reversions  represent  unexpended  appropriations.  These 
reversions  will  be  reduced  (and  general  fund  spending 
increased)  by  the  amount  of  unexpended  general  fund 
appropriations  agencies  are  allowed  to  retain  and  spend 
in  the  second  year  of  the  biennium. 

Tax  Proposal 

As  shown  in  Table  1,  the  Racicot  budget  includes  $131.4 
million  in  net  revenue  from  its  tax  proposal.  This  tax 
proposal  includes  a  sales  tax  effective  April  1,  1994 
(after  approval  by  voters),  which  is  anticipated  to  raise 
$327.5  million  during  the  five  quarters  that  it  would  be 
in  effect  during  the  1995  biennium.  Sixty  percent  of  the 
proceeds  from  the  sales  tax  would  be  used  to  provide 
$196.1  million  of  income  and  property  tax  relief. 

Since  the  Department  of  Revenue  (DOR)  estimates  that 
implementation  of  a  newly-enacted  sales  tax  requires 
12-15  months  of  preparatory  work,  the  Racicot  budget 
includes  $0.5  million  in  fiscal  1993  for  implementation 
costs.  According  to  DOR  staff,  most  of  these  funds  will 
be  spent  prior  to  the  June  8  vote  on  the  tax,  in 
anticipation  that  the  electorate  will  approve  the 
measure  and  the  tax  be  implemented.  For  the  1995 
biennium,  administrative  costs  will  total  $11.4  million- 
9  percent  of  total  net  revenue  collections. 

While  the  balance  sheet  for  the  Racicot  budget  shows 
that  sales  tax  receipts  would  be  deposited  in  the  general 
fund,  the  bill  implementing  the  proposal  allocates  the 
sales  tax  revenue  remaining  after  personal  property  tax 
reimbursements  are  paid  59.5  percent  to  the  general 
fund,  31.8  percent  to  the  SEA,  and  8.7  percent  to  the 
debt  service  account.  This  allocation  will  result  in 
excess  funds  in  the  SEA  and  debt  service  accounts  and 
in  insufficient  funds  in  the  general  fund  to  fund  the 
expenditures  recommended  under  the  Executive 
Budget.  In  addition,  the  tax  proposal  increases  general 
fund  expenditures  by  almost  $100  million  during  the 
1995     biennium.         The     general     fund     statutory 
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appropriations  for  personal  property  tax  reimbursement 
will  be  increased  to  compensate  local  governments  and 
schools  for  revenue  lost  by  the  executive  proposal  to 
reduce  personal  property  tax  rates  to  3.86  percent. 
Thus,  the  allocations  in  the  tax  proposal  will  need  to  be 
amended  during  the  legislative  process  to  ensure  the 
necessary  amounts  of  revenue  are  allocated  to  the 
appropriate  accounts. 

Long-term  Impacts  of  Racicot  Budget 

Addresses  structural  imbalances 

The  Racicot  budget  addresses  the  decade-long  structural 
imbalance  in  three  of  the  four  major  state  accounts,  as 
Table  19  shows.  If  voters  approve  the  sales  tax  proposal 
and  the  legislature  approves  the  funding  switches  and 
expenditure  reductions  contained  in  the  Executive 
Budget,  general  fund  and  SEA  revenues  would  exceed 
expenditures  for  the  first  time  in  three  years.  If  the 
legislature  approves  the  requested  increase  in  the 
payroll  tax  and  its  expansion  to  workers,  the  workers' 
compensation  old  fund  can  maintain  solvency. 

Further,  under  the  Racicot  proposal  sales  tax  revenues 
would  be  substantially  higher  in  the  1997  biennium, 
when  the  tax  is  in  effect  for  the  entire  biennium.  This 
new  source  of  revenue  would  make  it  easier  for  the 
legislature  to  handle  costs— such  as  human  service 
benefits-that  are  growing  faster  than  current  revenue 
sources. 

However,  expenditures  will  continue  to  exceed  revenues 
in  the  fourth  major  account-the  highway  account,  even 
if  the  legislature  approves  the  $78.7  million  motor  fuels 
tax  increase  proposed  in  the  Racicot  budget.  The 
executive  proposals  to  substantially  increase 
expenditures  from  the  account  continues  the  structural 
imbalance  that  has  existed  in  that  account  throughout 
most  of  the  last  decade. 

While  the  Racicot  proposals  will  ensure  revenues  exceed 
expenditures  in  the  SEA  during  the  1995  biennium, 
they  do  not  address  the  continuing  general  fund  loan  to 
that  account,  which  has  existed  since  fiscal  1991.  As  a 
result,  under  the  Racicot  budget  the  SEA  will  continue 
to  need  loans  from  the  general  fund  throughout  the 


1995   biennium,    worsening   the   general    fund   cash 
position. 

Table  19  shows  the  revenue  and  expenditure  levels  for 
each  account  under  the  Racicot  proposal. 


Table   19 

Comparison   of  Revenues   and 

Expenditures   Proposed  in 

Racicot   Budget,    1995   Biennium 

(Millions) 

Revenues 

Expenditures 

Difference 

General    fund 

$1,073.1 

$1,071.4 

$1.7 

SEA 

816.8 

806.3 

10.5 

Highways 

409.8 

428.5 

(18.7) 

Old   fund 

99.7 

99.7 

0.0 

Continuing  concerns 

1995  biennium 

The  Racicot  budget  projects  a  $35.9  million  positive 
fund  balance  and  $0.6  million  cash  deficit  in  the  general 
fund  at  the  end  of  the  1995  biennium.  These  projected 
balances  include  no  funds  for  supplemental  in  the  1995 
biennium.  The  legislature  will  face  difficulty  in 
ensuring  that  the  1995  biennium  ends  with  a  positive 
balance  if:  1)  the  full  amount  of  estimated  revenue  is  not 
realized;  and/or  2)  any  supplemental  are  needed. 

There  are  several  areas  in  which  supplemental  may 
occur  during  the  1995  biennium: 

1)  medicaid  costs.  The  Racicot  budget  emphasizes  the 
importance  of  correctly  estimating  medicaid  costs,  to 
avoid  repetition  of  the  $21.0  million  of  general  fund 
supplemental  that  SRS  has  requested  during  the  1993 
biennium.  SRS  officials  plan  to  present  updated 
medicaid  estimates  for  the  1995  biennium  to  the 
legislature  in  February.  If  estimated  costs  increase,  the 
Racicot  budget  will  require  amendment  (more  revenue 
or  expenditure  reductions)  to  maintain  a  balanced 
budget. 
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2)  workers'  compensation  premium  costs.  The  Racicot 
budget  does  not  include  funds  for  the  $1.5  million  in 
additional  premium  costs  that  state  agencies  must  pay 
as  a  result  of  the  5  percent  mid-year  increase  that  went 
into  effect  in  January  1993.  The  president  of  the  State 
Fund  has  said  similar  increases  are  likely  in  both  fiscal 
1994  and  fiscal  1995.  While  the  executive  has  stated 
that  agencies  will  be  able  to  absorb  these  increased  costs 
within  the  recommended  budget,  two  agencies  have 
requested  general  fund  supplemental  in  fiscal  1993  for 
increased  workers'  compensation  costs. 

3)  fire  suppression  costs.  The  Executive  Budget 
contains  no  funds  in  the  Department  of  State  Lands  for 
fire  suppression  costs  in  the  1995  biennium.  Fire 
suppression  costs  during  the  last  three  biennia  have 
averaged  $6.6  million. 

4)  foster  care  costs.  The  Racicot  budget  includes  no 
funds  for  foster  care  caseload  increases  during  the  1995 
biennium,  despite  the  rapid  growth  in  these  costs 
during  the  last  three  biennia.  Similarly,  the  Executive 
Budget  presented  to  the  1991  Legislature  projected  no 
increase  in  foster  care  caseloads,  despite  an  average  6 
percent  annual  growth  in  caseloads  since  1985. 
Caseloads  did  increase  during  the  1993  biennium, 
necessitating  $3.4  million  of  general  fund 
supplementals. 


Racicot  budget.  For  example,  the  general  fund  costs  in 
the  Department  of  Corrections  and  Human  Services  will 
be  substantially  higher  in  the  1997  biennium  than  in 
the  1995  biennium.  The  Racicot  budget  proposes  $13.7 
million  in  additional  general  fund  and  a  net  increase  of 
146.23  FTE  for  operation  of  the  new  veterans'  home, 
expansion  of  the  women's  prison,  and  community 
correction  alternatives  for  male  prisoners.  However, 
these  programs  are  in  effect  for  only  a  portion  of  the 
1995  biennium.  In  the  1997  biennium,  the  costs  of  these 
programs  will  be  nearly  double  the  1995  biennium  cost. 

Similarly,  the  Racicot  budget  defers  payment  of  the  cost 
of  the  early  retirement  proposal  until  the  1997 
biennium. 

The  Racicot  budget  also  contains  a  significant  "one- 
time" reduction  in  general  fund  expenditures.  It 
proposes  to  fund  the  Motor  Vehicle  Division  from  the 
highways  account,  saving  $14.2  million  general  fund.  It 
further  proposes  to  fund  $4.6  million  (or  more)  of 
reimbursement  to  counties  for  PILT  replacement  from 
the  highways  account.  However,  the  budget  director 
has  stated  that  these  funding  switches  are  effective  for 
the  1995  biennium  only.  If  these  costs  are  returned  to 
the  general  fund  and  SEA  in  the  1997  biennium,  costs 
in  these  accounts  will  be  increased  by  almost  $20.0 
million  in  the  1997  biennium. 


5)  county  attorney  payrolls.  For  the  last  three  biennia, 
a  general  fund  supplemental  has  been  requested  to  pay 
the  state  portion  of  county  attorney  salaries,  as 
statutorily  required.  The  executive  request  for  the  1995 
biennium  underestimates  the  cost  of  this  program  by 
about  $200,000,  because  it  does  not  reflect  full  salaries 
for  four  county  attorneys  who  have  switched  from  part- 
time  to  full-time,  does  not  provide  funding  for 
statutorily  authorized  cost-of-living  increases,  and 
eliminated  1.1  FTE  of  the  statutorily-required  positions 
as  part  of  the  5  percent  FTE  reduction. 

1997  biennium 

Costs  in  some  agencies  will  be  higher  in  the  1997 
biennium  as  a  result  of  initiatives  proposed  in  the 


Lastly,  the  Racicot  budget  diverts  $11.9  million  from 
trusts  and  uses  the  revenue  to  fund  current  operations 
of  state  government: 

1)  common  school  trust.  Under  the  executive  proposal, 
$8.0  million  of  state  timber  sales  revenue  will  be  used  to 
fund  the  school  foundation  program,  rather  than  being 
placed  in  the  common  school  trust. 

2)  RIT.  The  Racicot  budget  proposes  diverting  $3.9 
million  of  RIT  tax  revenue  from  the  RIT  trust  for  use  in 
funding  state  agency  operations. 

Such  diversions  slow  the  growth  of  these  trusts  and 
reduce  the  resulting  interest  generated  from  these 
trusts  in  the  current  and  future  biennia. 
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